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) markets post-merger, are . nontransitory” amount. This may Oecut J
¥ o have adverse competiive ~ when the demand substitutes oulside
equences and urdinarily require no . .the relevant market, 8s a group, are
«r analysis. Mergers producingan  close subatitutes for the praducts and
1ee i the HEHI of more than 50 locations within the relevant markei.
8 in highly concentrated markets - There thusmay be a wide'gap in'the
anerger potentially raise sxgmﬁcanl ‘chath of demand substitutes at the
mpetitive conceins, depending on the . of the product and geographic market, 38
ars set forth in sections 2-5 of the Under such circumstances, mare markgl'
elines. Where the post-merger HHI ... power is at stake in the relevant market g
eds 1800, it will be presumed that than in a market in which a hypotheﬁml
rgers producing an increase in the monepolist would raise price by exactly &
1 of mare than 100 points are likely to  five percent.
create or enhance market power or o »
lacilitate ita exercise. The presumption 2. The Potential Adverse Campetitive

market shares ol the g
sccord with thei
competitive intera
The Agency divides th il
market concentratior as i
the HHI into three regions "hat cun bie
broadly characterized a5
unconcentrated (HHI helow 100,
moderately concentrated [FH] e tureen
1000 and 1800}, and highly roncentrate:
{HHI above 1800). Although the resulting
regions provide a useful framework for
merger analysis, the numerical diwiginn
suggest greater precision thar L
possible with the available economic

tools and information. Other things may be overcome by & showing that - Effects of Mergers
being equal, cases falling fust abowe and  [actors set forth in sections 2-5 of the 20 Overview
just below a threshold present tuidelines make it unlikely that the
comparable competitive issues. merger will create or enhance uuu‘ll;;}t1 Other things bemg e{;;lual. market

, power or faciuate its exercise, inlight  concentration affects the likelihood that :
1.51 Generial Stanflards »f market concentration and market one firm, or a small group of firms, could 3

In evaluating horizontal mergers, the  shares. successfully exercise market power. Thq

Agency will consider bath the post- .smaller the percentage of total supply .,

. merger market concentration and the 1.52 Factars Affecting the Significance -3 "o contrals, the mare severely _’
increase in concentration resulting from °f Market Shares and Cancentration must restrict its own output in order to

- the merger.1® Market concentration is a The post-merger level of market - uce a. rice increase
useful indicator of the likely potential concentration and the change in ]er:f likely igt]:senthit an output ma:{d‘;:,h:h
competitive effect of a merger. The . concentration resulting from a merger . willhe profitable. If collective action is ‘,
general standards for horizontal mergers - afiect the degree to which a merger Tnecessary for the exercise of market s
.are as follows: raises competitive concerns. However,  poer, as the number of firma nm

(a) Post-Merger HHI Below 1000.The . in some situations, market share and percen Iy

. Agency regards markets in this region to market concentration data may either ;ﬂ;;ﬁ,”;‘e;m the mﬁ:;ma?ﬁ 2 o
be unconcentrated. Mergers resultingin  understate or averstate the likely future o0t reaching and enforcingan - -

unconcentrated markets are unlikely to competitive significance of e firmor - - " understanding with respect to the~ -

have adverse competitive effects and " - firms in the market or the impact ofa . ni01 of that supply might be reduced

ordinarily require no further analysu. - - merger. The following are examples of ' [y, ever, market share and

[b) Post-Merger HHI Between 1000 such situations. . tration data provide only the 3
and 1800. The Agency regards markets R . vy pm}yzmg
in this region to be moderately »1.521 . Changing Market Conditions mmugsin;x{;:tn;fa ) the . Bef
concentrafed. Mergers producing an ~~ -~ -~ Market cancentration and market - - dc unt:p e ini eg whether to challg a
increase in the HHI of Jess than100 - - —1hare data of necessity are basedon * y , the Agency alsg wmmsihc
* points in moderately concentrated . "histarical evidence. However, recent orv : mthElgermt factors that riain to
- markets post-merger are unlikely to . .. ongoing changes in the market may 0 et tig) eﬁ:cgs, as welﬁe as entry
have adverse competitive consequenoes indicate that the current market share °£ m&d“md fail
and ordinarily require no further- - - = a particular firm either understatesor = & s ure..- ’

analysis. Mergers producing an increase . ‘ overstates the firm's future campetitive. -
2 . in the HHI of mare thani 100 points inr -~ . - sigmﬁcanr.e. For'example, if a new _
il . - -moderately cor:l:]yentrated markets post- .- technology that fs i?%:&rtan{ to. :(:1?1;1; lo
A " merger potentially raise significant . ,;,' term competitive viability is av :
- -competitive concerns dépending on'the ~ other firms in the market, but is not " Because anindxvidual meTger may, 'y
| factorssetforth in sections 2-5. of the available to a particular firm, the . -, threatenta harm campetition throughy;
- “Guidelines. - . : 7" ~Agency may conciude that the Inato:ical “more than one of these effects, merge:
- (e} Post-Merger HFT Abave 1800 The" - market share of that firm overatates itg . - will be analyzed fn terms of as many
[ Agency regards markets in thia region to  future competitive significance. The " . - potential ‘adverse campetitive effed'
_. be highly concentrated. Mergers . - Agency will consider reasonably .-/ ’@re appropriate. Entry, efficlend

- producing an incréase in the HHIoIIess - predictable éffects of recent ar ongohg‘j; athure are tmated n Sections
_’_thansopoints.eventnblgh}y' .7 7 changes in market conditionsin - *, 27 Zeg .

« ., <~ overall market concentration by doublingthe
. ~product of the market sheres of the merging fierna.
. Porm.gldc;nthcwr l?lfh firms with-shares of & «and Subsﬂtutes Qutside the Marke!
" percent percent of the market would tncreass
. the HHI by 100 (5 10 x 2 & 100} The sxplanatios~ - All else equall, the magnitude of ;
for this fechnique fs-as followsIn ulcullunglhc tential ‘tompetitive harm from .

HHI before the merger, the matket ihares of the ‘merger {s greater4f a hypothetical™;
. mﬂmm &“gﬁ&d“d‘!’l (‘F“’] Y boxovmonopolist would raise price within the - ~group of firms that ¢

""" squared: {a + b]% which equals a” + Zab & b%.The > Televant market by substantially more - ofthemonly'
~ -~ incresse . ‘than ; “smanbutsigmﬁ"




coordingt
d;ins terms of coordmaﬂom
able to the firms involved:

ityto detect and punish.
; !hat would undérmine

nt- of deviations ensure tha
ﬁngﬁrmswﬂlﬂnditmomi

to’adhere o the terms: »f '
deviating, given the costs.

; on the wbole. are conducwe to mac:.hmg1
erms of qoordmation and detecung and v
i .. than temporary abandonment of the: !

nditions Condncive to Reaching

e Terms of Coordinanon) ot _
RSO ‘Fitms i:oordmanng then' mteracﬁons

need not reach complex terms .. .

4+ concerning the allocation of the’ market

.

utput across firms or the level of the -

. this phase of the.analysis,: .. - market prices ‘but may, instead, follow

; will examine the extent to'

detecling deviations from
and punishing such”
Depending upon the. .
es, the following market

among others, may be relevant.
. incomplete—inasmuch as they omit

bility of key information
g market conditions,
fons and individual competito

of firm and product - ™t -

eity; pricing or marketing -

vuv

: ; ellers; and the charactenshcs of
Pical transactions.
pertain market conditions that are -
pndicive to reaching terms of .
Prdination: also may be conducive to*
ing or punishing deviations from =

terms. For example, the extent of .

nstion available to firms in the -
el or the extent of homogeneity,.
be relevant to both the ability to
‘ each terms of coordination and to
te: tor punish deviations from those
8. The extent to which any specific
et condition will be relevant to one
more of the conditions necessary to
0 rdinated interaction will depend on
ihe circumstances of the particular case.
1t i3 likely that market conditions are
0 ducwe to coordinated interaction
en the firms in the market previously
va engaged in express collusion and
n the salient characteristics of the
gnarket have not changed appreciably
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Of that other market at the time of the
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evam market.
’-' >8€r on coordinated fnteraction, the |
> 8ency is mindful of the difficulties of
redicting likely future behavior based
lomee types of incomplete and .
lly generated in 1 merger . .. . .
igations. WhetHer a merger is
Y o diminish competmon by

; s typically employed by ﬁrms in -
- 37- grket; the characteristics of buyers -

usion are comparable to those in the -

' analyzing the effect of a partlcular _‘

times contradictory mformation L

imple terms such as a common price, -

" fixed price differentials, stable market
-~'shares; or customer or territorial

-restrictions. Terms of coordination need

. not perfectly achieve the monopoly
7= gutcome in order ta be harmfu! to
" consumers: Instead, the terms of

coordination may be imperfect and

some markét participants; omit some

;- dimensions of competition, omit some
* customers, yield elevated prices short of
" monopoly levels, or lapse into episodic

price wars—and still result in significant
competitive harm. At some point.

- however, imperfections cause the :
- profitability of abiding by the terms of

coordination to decrease and, depending
on their extent, may make coordinated

interaction unlikely in the first instance. punishment is likely to be slow,

Market conditions may be conducive
to or hinder reaching terms of
coordination. For example, reaching

. terms of coordination may be facilitated

by product or firm homogeneity and by
existing practices among firms, practices
not necessarily themselves antitrust
violations, such as standardization of
pricing or product variables on which
firms could compete. Key information
about rival firms and the market may -
also facilitate reaching terms of
coordination. Conversely, reaching
terms of coordination may be limited or

_impeded by product heterogeneity or by

firms having substantially incomplete
information about the conditions and

.. prospects of their rivals’ businesses,

perhaps because of important

. differences among their current business

operations. In addition, reaching terms
of coordination may be limited or -
impeded by firm heterogeneity, for
example, differences in vertical

“integration or the production of another

product that tends to be used together

_- with the relevant product.

212 Conditions Conducive to = -
Detecting and Punishing Deviations
Where market conditions are

"conducive to timely detection and
.punishment of significant deviations, a .
-firm will find it more profitable to abide

_'deviate from’ them Deviahon from thes
- terms of coordination - will be de!erred"

where the threat of punishment s "
credible. Credible punishment, however.
may not need to be any more complex >

_the market,
-~Where de!ectmn and pumshment E

likely would be rapid, incentives to ' - .
deviate are diminished and coordination-
is likely to be successful. The detection -

-.and punishment of deviations may be .

facilitated by existing practices among

. firms themselves, not necessarily -
*antitruat violations; and by.the.

characteristica of typical.transactions.
. For example, if key information about
specific transactions or individual price

* or output levels is available routinely to

competitors, it may be difficult for a firm
to deviate secretly. If orders for the

- relevant product are frequent; regular

and small relative to the total output of
a firm in a 'market, it may be difficult for
the firm to deviate in a substantial way

. without the knowledge of rivals and

without the opportunity for rivals to
react. If demand or cost fluctuations are
relatively infrequent and small, -
deviations may be relatively easy to
deter.

By contrast, where detection or

incentives to deviate are enhanced and
coordinated interaction is unlikely to be
~ successful. If demand or cost
fluctuations are relatively frequent and
large, deviations may be relatively
difficult to distinguish from these other
sources of market price fluctuations,
and, in consequence, deviations may be
relatively difficult to deter.

In certain circumstances, buyer
characteristics and the nature of the
procurement process may affect the
incentives to deviate from terms of
coordination. Buye: size alone is not the
determining characteristic. Where large
buyers likely would engage in long-term

" contracting, so that the sales covered by
- such contracts can be large relative to

the total output of a firm in the market,

-firms may have the incentive to deviate.

However, this only can be accomplished
where the duration, volume and
profitability of the business covered by
such contracts are sufficiently large as
to make deviation more profitable in the
long term than honoring the terms of
coordination, and buyers likely would

.switch suppliers.

In some circumstances, coordmated
interaction can be effectively prevented

-or limited by maverick firms—firms that

have agreater economic incentive to
deviate from the terms of coordination
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than do most of their rivals (e.g., firms .-
-that are unusually disruptive and . -
competitive influences in the market). -
Consequently, acqulsmon ofa mavenck
firm is one way in which a merger may - -
make coordinated interaction more . -
likely, more successful, or more

_ complete. For example, in a market
where capacity constraints are - =~ .
significant for many competitors, a firm
is more likely to be a maverick the
greater is its excess or divertible -7 -
capacity in relation to its sales or its
total capacity, and the lower are its
direct and opportunity costs of
expanding sales in the relevant
market.'® This is so because a firm's
incentive to deviate from price-elevating
and output-limiting terms of

coordination is greater the more the firm -

is able profitably to expand its output as
a proportion of the sales it would obtain
if it adhered to the terms of coordination
and the smaller is the base of sales on
which it enjoys elevated profits prior to
the price-cutting deviation.2® A firm also
may be a maverick if it has an unusual
-ability secretly to expand its sales in
relation to the sales it would obtain if it
adhered to the terms of coordination.
This ability might arise from
opportunities to expand captive
production for a downstream affiliate.

2.2 Lessening of Competition Through
Unilateral Effects

A merger may dnmmxsh competmon :
even if it does not lead to increased
likelihood of successful coordinated
interaction, because merging firms may-
find it profitable to alter their behavior
unilaterally followmg the acquxsmon by
elevating price and suppressing output
‘Unilateral competitive effects can arise”
in a variety of different settjngs In each
settmg parhcular other factors

19 Buit-excess capac'lty in the hands ;

. “maverick firms may be a potent weapon with' which:

i lo punish deviations frem the- terms of ooordim
CL Simlluly. tha market | wl\em pmductd ;

expansion responsed by a maverick will ‘b&"""
analyzed in the same l‘ashlon s ‘uncomimifted .

. Dxfferentlated Products--

- substitutability for one another. In this

. articulated in Section 1'may help assess

2.21 Firms Dlﬂmgmshed ananly by <+ effect if each product’s tmarket sharw"‘
- . reflective of not onlY its reldtive appagf
-, -as a first choice to consumers of thy: il

In-some markets the products dre -
differentiated, so that products sold by
different participants in the market are -
not perfect substitutes for one another. -
Moreover, different products in the
market may vary in the degree of their

setting, competition may be non-uniform
(i.e., localized), so that individual sellers

compete more directly with those rivals -

selling closer substitutes.?
A merger between firms in a market
for differentiated products may diminish

" competition by enabling the merged firm

to profit by unilaterally raising the price
of one or both products above the
premerger level. Some of the sales loss
due to the price rise merely willbe
diverted to the product of the merger
partner and, depending on relative
margins, capturing such sales loss
through merger may make the price
increase profitable even though it would
not have been pmﬁtable premerger.
Substantial unilateral price elevation in
a market for differentiated products”~
requires that there be a significant share
of sales in the'market accounted for by
consumers who regard the products’ of
the merging firms as their first and .
second choices, and that repositioning of
the non-parties’ product lines to replace
the localized competition lost through
the merger be unlikely. The price rise ~
will be greater the closer substitutes are

" ‘the products of the merging firms, ie.,
- the more the buyers of one product
-consider the other product to be theu-

~next choxce

2.211 Closeness of the Pmducts of the -

MergmgFlrms R I SR
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market are accounted for by consumerg
who regard the products of the mergig!
firms as their first and second choice§§
Purchasers of one of the 1 merging ; ”‘.

likely to make the other their second
choice than market shares alone woulds
indicate. The market shares of the =8
merging firms' products may unders
the competitive éffect of concern, w
for example, the products of the mergizg
firms are relatively more similar in thef

various attributes to one another thay ,

On the other hand, the market shares s
alone may overstate the competitive 38
effects of concern when, for exampl
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their attributes to one another than tg,
other products in the relevant mark
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emark {118 Costly for BT merg : in-its inclpiency ¥ OrE: ’tbat clndepm-e:daﬁngperﬁnen
; ‘mmfuawpmduét quality;xeil ' " € i of 3, factqrs as well as the merger-induced ®
who considerpurchasing fromiis concem,za' RARERS SR ¥ ‘  such:
1ging parties:may.limit the totdlx’.- Entry is th entry )
ber of sellers they consider: If either: - timely, likely #:4." The third step assesses whether
‘merging firms would be replaced »;+ -magritude, chnmcter and scopem deter - timely and likely entry would be "8
 buyers! consideration’ by anin s, 10F ‘counteract the" competitive effects of - gufficient to return market prices'to their’
competitive seller not formerly”::: concern’ In markets where éntry is that 2 ' premerger levels: This end may bdases
ered, then the mérger is not likely .~ easy (i.é; where'entry passes thesé “*3‘3 * accomplished either through' multiple™ <%
ratic 47 of timeliness, likelihood, and (32 * entry or individual entry at & sufficient
sufficiency). the meiger raises no- .- scale. Entry may not be sufficient. even
rily requires< {ouoh'timely ‘and likely, where the:s
N - constraints on availability of essential
“ assets, due to incumbent control, makes
* it impossible for entry profitably to. -«-.4
"' achieve the necessary level of sales:"
" Also, the character and scope of * . (
*~ entrants’ products might not be fully '

section is-defined as new competition-::
~that requires expenditure of significant:. .
“ sunk costs of entry'and exit.28 The::;

gt sy f find it proﬁtable unilater 2iad 3
ce and supPress output. The ™ = committed entry would deteror—. >.. .. ;ﬂpoong g;:;&%ag;e&;arf;o'va of
er provides the merged firm ahrger counteract a competiuve effect of:. dugct competition among sellers of
of sales on which toenjoy the . _ .~ concern. ... . differentiated products. In assessing R
\ting price rise and also- eli:mnates a. Thefirst step assesses whether emry whether entry will be timely, likel Cand
petitor to which customers " can achieve significant market impact * sufficient, the Agency ré y. . 3{" at
ise would have diverted their 77 within a imely period. If significant . .~ . precise and detailed infocrmuglanzuoen may be

Where the merging firms havé a' .~ market impact would require a longer A .
nbined market share of at least thirty period,.entry will not deter or counteract - &‘f}:n"j Lortxﬁnpossx:le :‘v’lﬁbu}m ln;ﬁ' ch -
@ percent, merged firms may find it~ . the competitive effect of concern. - . : vail agl:' %318: gy re nyvg; ther 3"
D fimble to raise price and reduce joint”  The second step assesses whether : - 3V@ wxllmn 31 emmsdm° fe Er;
atput below the sum of their premerger committed entry would be a profitable fntryhn sﬁkag} zcond Sfl}? >
atputs because the 108t markups on the * and, hence, a likely response to a merger ‘' 0€!1€8S, likelihoo _an sufficiency.
Taregone sales may be outweighed by having competitive effects of concern. 3.1 Entry Altérnatives

e resulting price mcrease on the Firms considering entry that requires
Brnérged base of sales. - -~ - significant sunk costs must evaluate the _ The Agency will examine the o
P This unilateral effect s unlikely - - profitability of the entry on the basis of - timeliness, likelihood, and sufficiency of _

the means of entry (entry alternatives)a
potential entrant might practically "
employ, without attempting to fdentify ~:
who might be potential entrants. An
entry alternative is defined by the .
actions the firm must take in order to
produce and sell in the market. All

tnless a sufficiently large number of the - long term participation in the market,
merged firm's customers would notbe ~ because the underlying assets will be
able to find economical alternative ~ - committed to the market until they are
sources of supply, i'e., competitors of the economically depreciated. Entry that is "
merged firm likely would not respond to  suificient to counteract the competitive -
the price increase and output reduction  effects of concern will cause prices to
£by the merged firm with increases in - fall to their premerger Jevels or lower,
ftheir own outputs sufficient in the . Thus, the profitability of such committed Phases of the entry effort will be

Faggregate to make the unilateral action ~ entry must be determined on the basis  considered, including, where relevant,

of the merged firm unprofitable. Such. . °f premerger market prices over the planning, design, and management; '
. hon-party expansion is unlikely if those  long-term. - permitting, licensing, and other . .

f firms face binding capacity constraints A merger having anticompehtwe . approvals; construction, debugging, and

that could not be economically relaxed = ©ffects can attract committed entry, operation of production facilities; and

exercxse if entry into the market is'so .
B35y that market participants, after the

g erger. either collectively or unilaterally
COuld not profitably maintain a price:

decreased output and increased pricea. _and characteristics of possxble entry
the likely sales opportunities available - .. alternatives. '

to entrants at premerger prices willbe' 55 . Timaliness of Entry

larger than they were premerger, larger -

SR
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A tWo years or if existing excess profitable at premerger prices, that promotion (including necessary
s Capacity is significantly more costly to would not have occurred premerger at  introductory discounts), marketing,
 OPerate than capacity currently in use.3+ these same prices. But following the distribution, and satisfaction of :
3 En try S - merger, the reduction in industry output  customer testing and qualification a4
Analysis - * . and increase in prices associated with requirements.®® Recent examples of i
3-0 Overview . - the competitive effect of concern may entry, Whefg‘f" successf.t:ll or ful u}
A merger is not allow the same entry to occur without unsuccessiul, may provide a usehu - 5
nczgmarkgto pélvlseelryotx?tzr?:éfh(t);te its - driving market prices below premerger  starting point for identifying the "f;‘:
. levels, After a merger that ‘eauha in - necessary actians, time feq“lrement& 5:
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e“ﬁ'}' l:;;‘;%éﬁp{;::zerger leg els. Such - by the output reduction caused by the - - In order to deter or counteract the = i
3 T an an competmve merger. If entry could be profitable at - - competitive effects of concern, entrants . -
& ~* premerger prices without exceeding the - - quickly must achieve a significant

», 4
! P exon The limeliness ‘nd hkel.ihood of Mﬁ-plﬂy. hkely sales Qppomnerpomﬁea impact on price in the relevant marketf .

n3ion will :
Nlhodology “b° m‘ﬂiﬁmm eied e - . The Agency generally will consider

m‘.‘;? (s2e Sections 1.3 2nd 3) depending " ** Supply responses ﬁm reqnlm leu than one " e I
panain, et °f u" sunk costs "“‘ﬂ‘d fn' - year and insignificant sunk costs to effectuate are 28 Many of thm phases may be undenahn e
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ﬁmely onlj ih_osé committed entry - ‘:,

" alternatives that can be achieved within -

two years from initial planningto- - ..

* significant market impact.2? Where the -
relevant product is a durable good, - ~
consumers, in response to a significant
commitment to entry, may defer -
purchases by making additional - - : -

. . investments to extend-the useful life of - .
. previously purchased goods and in this .-
way deter or counteract for a time the
_competitive effects of concern. In these -

circumstances, if entry ofly can occur

outside of the two year period, the

Agency will consider entry to be timely -

80 long as it would deter or counteract
the competitive effects of concern within

the two year period and subsequently.

33 Likelihood of Entry

An entry alternative is likely if it
would be profitable at premerger prices,
and if such prices could be secured by
the entrant.2® The committed entrant
will be unable to secure prices at
premerger levels if its output is too large -
for the market to absorb without
depressing prices further. Thus, entry is

- unlikely if the minimum viable scale is
- . larger than the likely sales opportunity
available to entrants. - - '
Minimum viable scale is the smallest
average annual level of sales that the
committed entrant must persistently
- achieve for profitability at premerger ~
. prices.*® Minimum viable scale is a
function of expected revenues, based
- ‘upon premerger prices,*.and all -
categories of costs associated with the .
“entry alternative, includingan’ =", "
-appropriate rate of return'on invested . :
. capital given that entry could fail and

" %1 Firms which have committed to eritéring the
~miarket prior to the merger generally willbe, . .
included in the measurement of the market. Only ~

- - entry plans that are induced by the merger will be
- considered as possibly detetring or counteracting

;. Sources of sales opportunities ;... -

“available.to entrants include: (a) The .

- output reduction associated with the -
. -competitive effect of concern,2 (b)

entrants' ability to capture a share of
reasonably expected growth in market

, demand,?? (c) entrants’ ability securely
_ to divert sales from incumbents, for

example, through vertical integration or

through forward contracting, and (d) any
. additional anticipated contraction in -

incumbents’ output in response to

. entry,®* Factors that reduce the sales

.opportunities available to entrants

include: (a) The prospect that an entrant

will share in a reasonably expected
decline in market demand, (b) the

_ exclusion of an.entrant from a portion o
the market over the long term because of

vertical integration or forward .
contracting by incumbents, and (c) any
anticipated sales expansion by
incumbents in reaction to entry, either
generalized or targeted at customers
approached by the entrant, that utilizes

" prior irreversible investments in excess

production capacity. Demand growth or

_ decline will be viewed as relevant only

if total market demand is projected to

experience long-lasting change during at

least the two year period following the

* competitive effect of concern.
34 Sufﬁc__zfency’ of Entry |
- .. Inasmuch as multiple entry generally

is possible and individual entrants may

" flexibly choose their scale, committed
" entry generally will be sufficient to dete

or counteract the competitive effects of

- ‘concern whenever entry is likely under
~ the analysis of section 3.3. However,
- entry, although likely, will notbe =~

sufficient if, as a result of incumbent

- - control, the tangible and intangible
' . assets required for entry arenot”- . ..:
“_'adequately available for entrants to = -
- respond fullyto their sales’ -~ .~ .
opportunities. In'addition, where the
7 M. committed entry or adjustments to pre-existing -

competitive effect of concern is not

- uniform across the Televant market, in
~‘order fof entry-to be sufficient, the ~. * -

character and scope of entrants’s<
products must be xesponsive tothe -
loglal;d'z:% sales Opporturiities that

’

.,'E_ntnnt‘o';' \
femand: on In

b copacty

. if equivalent or comparable savings

= ' through other means. The expecte
i rediiction associated -

. with the competitive effect of concery 118
- For example, where thé concern ig
unilateral price elevation as a result o[
merger between producers of - . . - .8
differentiated products, entry, in orders
to be sufficient, must involve a prodyc
- 8o close to the products of the merging
firms that the merged firm will be ...,
unable to internalize enough of the sale
loss due to the price rise, rendering the 4
price increase unprofitable, -
4. Efficiencies "~ "7 °
The primary benefit of mergers to ih
economy i their efficiency-enhancing
potential, which can increase the
competitiveness of firms and result in %
lower prices to consumers. Because thip 24
antitrust laws, and thus the standards of 3§
the Guidelines, are designed to o
p'ros.cribe only mergers that present a By
significant danger to competition, they "2
do not present an obstacle to most. .
mergers. As a consequence, in the o
majority of cases, the Guidelines will R
allow firms to achieve available i
efficiencies through mergers without
interference from the Agency.
Some mergers that the Agency
otherwise might challenge may be
reasonably necessary to achieve .
significant net efficiencies. Cognizable
efficiencies include, but are not limited
to, achieving economies of scale, better3
integration of production facilities, planf]
specialization, lower transportation -5
r costs, and similar efficiencies relating ta,
specific manufacturing, servicing, or 44
distribution operations of the merging 4§
firms. The Agency may also consider.;§
claimed efficiencies resulting from - ;
reductions in general selling, . ., .
~ . adminigtrative, and overhead expensesg
or. that otherwise do not relate to. -, +#
specific manufacturing, servicing, o
. distribution operations of the merging
" firms, although, as a practical matte
* these types of efficiencies may b
- difficult to demonstrate: Ih addition; thel
- Agency will reject claims of efficiencief

f

&

-reasonably be achieved by‘the parti

- efficiencies must be greater the mo

- significant are the competi

constraints and irreversible investments in capacity

expansion, 63 well.as on the relative appeal. :
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marke! power of facilitate its" i

' lhe following circumatances«

- the assets of the falhng firm’ wnuld_exll

"5.2 ‘imlmg Dlwszon v

W 4,.91

i “failing™ divisions as for falllng firms.
. First, upon applying appropriate :ost
“allocation rules, the division must have
& negarive cash flow onan opera nng

o
Id not be able to reorgamze
fully under Chapter 11 of the
tcy Act; 38 {3} it has made
essful good-faith efforts to ehclt
ble alternative offers of ~
ion of the assets of the faxlmg

. Y% Any oﬂ‘er to pumhlu lhe auetu of the falllng
‘firm for a price above the liquidation value of those
“assets—the highest valued use outside the relevant

market or equivalent offer 1o purchase the stock of
the failing firm—will be regarded as a reasonable
alternative offer.

“and intangible assets in the relevant ~' %

! merger- and 4) absenl thes acquislhma. a

7\'sumlvar argunlent Gart bé mad&for e

l*asia. ’Second“absenr the lacqmsnllnn. it
must be that the assets of the division -

¢ would exit'the relevant marﬁet ircthe

aédr fature’if not sold. Due to the abilny,-‘
»f the parent firm to allocate cost’s
evenues, and intracompany.™ - TnE
transactions among itself and jts '~

aubsldiarles and divisions, the Agency W
= will require evidence, not based solely " -

on management plans that could be. ™
prepared solely for the purpose of
demonstrating negative cash flow or the
prospect of exit from the relevant "~ .

market. Third, the owner of the failing".
division also must have complied with -
the competitively-preferable purchaser
requirement of section 5.1.
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AT&T Earnings Commentary
April 20, 1998

First Quarter Earnings From Continuing Operations Were $0.80 Per Share
Earnings Adjusted for Gains and Charges Were $0.77 Per Share

FIRST QUARTER 1998 SUMMARY

- AT&T's first quarter earnings from continuing operations were $0.77 per share on e diluted
basis. This excludes gains totaling $0.26 per share from the sales of AT&T Solutions Customer
Care (ASCC) and AT&T's holdings of LIN Television Corp. Also exchided is a charge of
$0.23 per share reflecting AT&T's decision not to pursue the sale of local service on a total
service resale basis.

- Earnings from continuing operations were $0.80 per share on a diluted basis, an increase of
19% from $0.67 in the first quarter of 1997. Consolidated eamings per share were $0.81, up
17% from $0.69 per share in the year-ago quarter. The $0.81 included $0.01 in earnings per
share from discontinued operations, reflecting the operating results of AT&T Universal Card,
which was sold to Citibank on April 2, 1998.

* Revemue increased 0.7% compared to the first quarter of 1997 driven by growth in business

secvices revenue. The year-over-year revenue growth rates for each of AT&T's three largest

segments—business services, consumer services, and wireless services—improved compared to

the fourth quarter of 1997.

Karnings before interest, taxes, depreciation and amortization (EBRITDA) increased 13.3%

to $3.1 billion. Excluding the non-cash write-down of local assets mentioned above, EBITDA

increased 35% to $3.7 billion. The increase was primarily due to the sales of ASCC and LIN

Television Corp. SG&A expense declined $142 million or 3.9% as part of AT&T's

commitment to reduce SG&A expense by $1.6 billion in 1998.

Business services revetue, including revenue from local service, increased 4.5%

year-over-year, driven by continued strong growth in data services revenue. EBIT from

business services increased 1.1%; however, excluding the gain on the sale of AT&T Skynet in
1Q97 EBIT was up 10.0% compared to the year-ago quarter.

Consumer services revenue, including local service revenue, decreased 5.1% reflecting the

flow-through of access rate reductions to customers and the targeted migration of customers to

optional calling plans. EBIT declined 13.0% from 4Q97 as a result of the traditionally higher
level of marketing in the first quarter as well as normal post-holiday revenue trends. EBIT from
cansumer services increased 11.8% compared to 1Q97.

Wireless services reverme increased 7.0% as consolidated subscribers increased 16.9% to 6.2

million. EBITDA from core wireless services increased slightly in spite of AT&T's aggressive
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migration of customers to digital service. Over one-third of AT&T's consolidated wireless
subscriber base now uses digital service.
Quarter at a Glance
Growth Compared to: 1Q97 4Q97
Business Services Revenne 4.5% 3.4%
Consumer Services Revenue (. D)% 2.1)%
Wireless Services Revenue 7.0% @7
Business Services EBIT 1.1% (2.6)%
Consumer Services EBIT 11.8% (13.0)%
Wireless Services EBITDA 22% 5.8%
Long-distance Revenue (0.8)% 0.6%
Long-distance Volume 49% O 23%
AT&T First Quarter Highlights
Total Revenue $12.6 Bilion
SG&A as % of Reverme 27.3%
EBITDA $3.1 Bilbion
-|Net Income $1.3 Billion
As of 3/31/98:
YTD Reduction in Employees 4,500
Debt/Total Equity 28.2%
YTD Stock Price Change +7.2%
Earnings Per Share Recap
EPS on a diluted basis from: 1Q98 4097 3097 2Q97
Contimuing Operations* $0.80 $0.81 $0.69 $0.57
Discontinued Operations Including Gains** 0.01 - 0.06 0.02
Consolidated AT&T $0.81 $0.81 $0.75 $0.59

*1Q98 includes $0.26 in gains on sales of AT&T Solutions Customer Care and LIN-TV, and $(0.23)
for the write-down of assets associated with local service resale, 1Q97 includes a gain of $0.04 per
share on the sale of AT&T Skynet, $0.04 for the reversal of pre-1995 restructuning reserves, and
$(0.06) to exit the 2-way messaging initiative.

**3Q97 includes a gain of $0.04 on the sale of AT&T's submarine systems business.

Income Statement Discussion
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ATE&T 1st Quarter Summary
1Q98 1Q97 Yr/Yr % 4Q97
Revenue $12,631 $12,548 0.7%| $12,713
SG&A/Revenue 27.3% 28.6% (130)b.p. 28.3%
EBITDA 3,121 2,753 13.3% 3,132
EBITDA Excluding Gain & Charges 3,055 2,636 15.9% 3,132
EBIT 2,090 1,307 157% 2,108
EBIT Excluding Gain & Charges 2,024 1,770 14.4% 2,108
Revepue

Total revenue increased $33 million or 0.7% compared to 1Q97 as increases in reverme from bosiness
services, other/corporate revenues and wireless services revermes were offset by a decrease in
revenue from consumer services. Long-distance revenne was down 0.8% compared to 1Q97, while
calling volume increased 4.9%. The gap between revenue and volume growth improved to negative
5.7%, as pricing in business markets firmed and free minutes, which continue 1o be used as a
custoraer incentive, no longer affected the year-over-year reverme growth rate for consumer services.
A detailed discussion of revenue performance by segment begins on page 5.

Operating Expenses

Access and other interconnection expenses decreased 8.1% compared to 1Q97. The decline relates
primarily to lower international settlement rates, reductions in per-minute access charges, and
AT&T's contimuing efforts to manage access and interconnection costs. Reductions in per-minute
access expenses were partially offset by Primary Interexchange Carrier Charges (PICC), AT&T's
contributions to the Universal Service Fund (USF), and volume increases. Access and other

interconmection expenses were 34.7% of long-distance services revemie this quarter, ¢compared to
37.5% in 1Q97 and 34 3% in 4Q97.

Network and other communications services expenses increased 6.1% compared to 1Q97. The
increase was driven primarily by costs associated with compensation to payphone operators.
Recovery of the 28.4-cents-per-call payphone charge is built into interstate pricing for business
customers and is collected from calling card users as a surcharge on customer bills. Higher costs
related to increasing data traffic on the AT&T network and equipment sales also contributed to the
mcrease. The 1Q97 reversal of pre-1995 restructuring charges also contributed to the increase, while
the 1Q97 charge to exit the two-way messaging business and a significant decline in uncollectibles
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partially offset the increases.

Depreciation and amortization expenses increased 9.2% comparefi to 1Q97. Excll'.ld%ng the $80
million impact of charges to exit the two-way messaging business in 1Q97,_ deproctatmn and _
amortization expense increased 19.5%. The higher level of expense was driven by U}creﬂsed capital
expenditures. Capital spending contimes to be directed primarily at A'lj&'lr's long-distance network,
including the deployment of SONET technology. AT&T expects to finish its ’d\.ree_-year SOl\!ET
program in 1998 with the completion of more than 50 SONE'}" rings. The continuing expansion and
upgrade of AT&T's wireless network also contributed to the increase.

DISTRIBUTION OF EXPENSE (Nat Inctiding 1Q98 Asset mpakment Charge)
1098 ' 1997
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Selling, general and administrative expenses were down $142 miilion, or 3.9% from 1Q97. SG&A
was 27.3% of total reverue, down from 28.6% in the year-ago quarter and 28.3% in 4Q97. The
reduced level of expenses reflects AT&T's efforts to achieve a best-in-class cost structure, including
targeting the removal of $1.6 billion in SG&A expense from the business in 1998 and a 22%
SG&A/revenue ratio by the end of 19993, Cost savings were achieved in a number of areas across the
business in the first quarter. In particular, the company realized savings on direct mail and
telemarketing to consumers, including efforts to focus on targeted customer segments, Lower
marketing and sales costs in business markets, achieved largely through consolidation of functions and
reductions of support staff headcount, also contributed to the decline, along with reductions in
corporate staff. These reductions were partially offset by expenses related to new wireless businesses.

AT&T has announced a plan to reduce total headcount by 15,000 ~ 18,000 as & part of the company's
averall cost reduction program, The company expects to generate the majority of these reductions
from the voluntary force reduction offer that i3 being offered io eligible employees in the second
quarter. Employees arc expected to leave the payroll in stages throughout the remainder of 1998,
with a significant portion exiting the business by June 30. As of March 31, approximately 4,500
employees had left the business as a result of other force management efforts.

AT&T recorded an asser impairment and restructuring charge of $601 million reflecting the decision
not to pursuc the sale of local service on a Total Service Resale (TSR) basis. The pre-tax charge is

comprised primarily of write-downs of software related to ordering, provisioning and billing for
resold local service.

Other income statement items
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Other income - net was $700 million in the first quarter, up $532 million from 1Q57. The increase
resulted primarily from gains on the sales of AT&T Solutions Customer Carc (ASCC) and A_L'I:&T‘s
holdings of LIN Television Corp, partially offset by the 1Q97 gain of appn_mmately $100 mﬂ.hc.m or
about $0.04 per share after tax on the sale of AT&T Skynet. The 1Q98 gains totaled $667 million
pre-tax, or approximately $0.26 per share after tax.

EBIT and EBITDA increased 15.7% and 13.3%, respectively from 1Q97. The impact of the sales of
ASCC and LIN-TV was largely offset by the write-down of assets associated with the resale of local
services, Excluding the write-down of local assets, a non-cash item, EBITDA. increased 35%.

Interes! expense was $48 million in the first quarter, down € 4% from the year-ago quarter.

Provision for income taxes was up 8.9% from 1Q97, with an effective tax rate of 35.6%. The

effective tax rate decreased 240 basis points from 1Q97, primarily as a result of foreign legal entity
restructurings.

Income from discontinued operations was $10 million net of taxes, down from $38 million in 1Q97.
This guarter, discontinued operations included the results of AT&T Universal Card; in the year-ago
quarter the results of AT&T Submarine Systems were also included in discontinued operations.

Net income increased 17.8% from 1Q97. The impact of the local write-down largely offset the gains
from the sales of LIN-TV and ASCC.

Emrmings per share were 30.81 aon a consolidated basis, up 17% from $0.69 in the year-ago quarter.
AT&T has targeted a range of $3.25 - 33.35 per share for 1998 including TCG.

See Appendix I for the full AT&T income statement, and Appendix II for complete restated income
statements.

Balance Sheet and Capital Discussion

Total assets decreased $1,730 million, or 3.0%, primarily due to declines in property, plant, and
equipment, other receivables and investments. The decrease in property, plant and equipment 1s
primarily a result of the local asset impairment charge and the sale of AT&T Solutions Customer
Care. Other receivables, which represent financing of AT&T Universal Card receivables by AT&T,
decreased due to lower cardholder receivables resulting from the paydown of holiday spending
balances. The decrease in investments reflects the sale of LIN-TV.

Total Liabilities decreased $2,363 million, or 6.6%, primarily due to declines in debt, payroll and
benefit-related liabilities, accounts payable and long-term deferred taxes, partially offset by an increase
in current liabilities. The decreases in both short-teym and long-term debt reflect the paydown of debt
with the proceeds from the sales of LIN-TV and AT&T Solutions Customer Care, as well as lower
debt requirements at Universal Card resuliting from lower cardholder receivables. The decrease in
payroll and benefit-related liabilities reflects the annual first quarter payout of employee bormses.
Accounts payable declined primarily du¢ to the paydown of high year-end payables mostly capital
related. The decrease in long-term deferred taxes is primarily due to the write-down of local assets as
well as benefits related to a foreign legal entity restructuring. The increase in current liabilities was

driven by higher current accrued income taxes which include the impact of the ASCC and LIN-TV
sales.
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Total sharcowner equity increased $633 million, or 2.8%, primarily due to the current quarter's net
income partially offset by dividends declared.

AT&T's debt ratio, defined as total debt divided by total capital was 28.2% incl_uding debt relatcd_to
Universal Card. AT&T's debt ratio net of cash was 27.7% as of March 31, and is cxpec.ted to decline
16 less than 10% after the AT&T Universal Card sale to Citibank, which closed on April 2, 1998.

Capital additions were $1,046 million in the first quarter, a decrease of 12.6"@ compar_ed 1 1Q97.
Capital additions included $992 million of capital expenditures. Capital was directed primanly at
investment in AT&T's long-distance network, including the contiming deployment of SONET rings
and buildout of the digital wireless network. AT&T expects to complete its SONET deployment in
1998.

AT&T's full consolidated balance sheets appear in Appendix V.

CAPITAL SPEMNIDING BY SEGMENT
139¢ 1997

Consumer
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Business Segment Discussion

AT&T's results are segmented according to the company's primary lines of business: business
services, consumer services, and wireless services. A fourth segment, identified as other/corporate,
includes the results of AT&T Solutions, international operations and ventures, on-line services such
as AT&T WorldNet Internet access, and various other items. The results of these four segments plus
the impact of the elimination of internal business sum to AT&T's total results. The following is a
discussion of each of these segments, as well as supplemental information on local service, AT&T
Solutions, international operations and ventures, on-line services, and new wireless businesses.

Total assets by segment include all external assets for each segment except for deferred taxes and
prepaid pension assets which are held at the corporate Ievel. Network assets are allocated to the
segments based on the prior three years' volumes and are reallocated each Jarmary.

BUSINESS SERVICES SEGMENT

Business services results reflect sales of long-distance services (domestic and international, inbound
and outbound, inter- and intra-LLATA toll services, calling card and operator-handled services, data

services, messaging and other network enabled services), local services and web hosting and other
electronic commerce services.
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Total revenue from business services increased 4.5% in the first quarter compared to }QQ’I, driven
primarily by strong growth in revenue from data services. Data services Tevenue grew in the !o_w '
double digits for the quarter, as AT&T again expanded its industry-leading market share} position in
frame relay service with growth in excess of 100%. Revenue from privaie Jine data services comtinued
to grow at a high-single-digit rate. The growth rates of data revenue and overall bu§1ness segment
revenue continue to be impacted by the sales of AT&T Skynet and AT&T Tridom in the first and .
second quarters of 1997, respectively. Adjusted for those sales, data services revenue grew in the mid
reens for the quarter, while total business services revenue grew 5.3%.

BUSINESS SERVICES REVENUE & EBTDA TREND
&
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Business long-distance services revenue, which includes data revenue, grew 4 4% in the quarter, or
5.2% adjusted for the impacts of AT&T Skynet and Tridom. Data revenue was approximately 25% of
business long-distance services revenue this quarter, up from a year ago. Revenue from voice services
cortinued to be pressured by price competition, particularly on inbound services, and by substitution
of alternate services such as wireless for higher-priced services such as calling cards. Price reductions
made in anticipation of access rate reductions alse impacted revenue grawth, though they were
partially offset by the flow-through of USF/PICC charges to customers. Long-distance calling volume
grew in the low double digits for the quarter, driven by double-digit growth in inbound services.
Volume grew at a slower rate than in recent quarters, primarily as a result of very strong growth a
year ago resulting from stimulation due to contract renegotiations as well as additional velume of
govermnment traffic under the FTS 2000 contract.

EBITDA for business services increased $90 million, or 5.6% aver the year-ago quarter. However,
1Q97 included a pain of approximately $100 million on the sale of AT&T Skynet. Absent that effect,
EBITDA increased 12.4% driven by revenue growth and helped by improvements in cost structure
related to customer care and sales support. EBIT increased $13 million, or 1.1%, and was up 10.0%
when adjusted for the sale of Skynet. Higher levels of depreciation due to AT&T's investment in data

networks and SONET deployment accounted for the slower rate of EBIT growth as compared to
EBITDA.

Business Services Sammary
1Q98 | 1Q97 |Yr/¥r %| 4Q97 | Seq %
Revenue $5,673 155,428 4.5%185,485 3.4%
EBITDA 1,694 | 1,604 5.6%] 1,713 (1.1)%
| EBITDA Excluding Gain on Skynet| 1,694 1,507 12.4%| 1,713 (1.1D)%
EBITDA Margin (adjusted) 29.9%| 27.8%\ 210 b.p.| 31.2%|(130) b.p.
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EBIT 1,206 ] 1,193 1.1%] 1,238 (2.6)%
ERBIT Excluding Gain on Skynet 1,206 1,096 10.0%| 1238] (2.6)%
EBIT Margin (adjusted) 21.3%| 20.2%| 110 b.p.| 22.6%\(130) b.p.

Capital additions for business services totaled $711 million in the quarter, Pﬁmaﬁly reflecting
investment in data networks, AT&T's SONET program end the AT&T Digital Link product for local
sarvice. Total assets for business services were $15 4 billion as of March 31.

CONSUMER SERVICES SEGMENT

AT&T's consumer services segment includes the results of providing long-distance services (including
domestic and international inter- and intra-LATA toll services, calling card and operator handled
calling, and prepaid calling cards) and local services to residential customers.

CONSURER SERVICES REVENLUE X EBITDA TREND
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Revemze from consumer services decreased 5.1% in the first quarter, as consumer long-distance
services revenue declined 5.5% on a slight decline in calling volume. The decline in revenue resulted
in part from access cost reductions implemented in July 1997, which enabled AT&T to lower basic
rates and move mary customers to more favorable optional calling plans. The controlled migration of
customers to more favorable calling plans is a key part of AT&T'S strategy to retain profitable
customers. In addition, the reduction in revenue reflects the continuation of AT&T's high-value
targeting strategy, implemented in the second half of 1997, under which AT&T stopped targeting
non-profitable customers for acquisition. These changes continue to have an impact on revenue and
volumne growth, but contribute to improved profitability and customer retention. Competition in the
residential long-distance market, as well as substitution away from higher-priced services such as
calling cards toward wireless services, also contributed to the lower revenue and volume growth
rates. Higher imtra-LATA revenue and volume, which has resulted from AT&T's aggressive localized

marketing efforts in areas where pre-subscription is available, partially offset these revenue and
volume effects.

EBITDA and EBIT for consumer services increased 10.3% and 11.8% respectively, over the year-ago
quarter, driven primarily by reduced SG&A expenses. These reductions are a reflection of AT&T's
plan to target and retain the most profitable residemntial customers. SG&A reductions included
significantly Jower marketing and sales expenses as a result of better targeting and efficiency gains in
customer acquisition efforts. AT&T has also increased its vse of alternate distribution channels,
including the Jaunch of One Rate On-line, and honed its customer retention techniques through
database mining and consolidation of marketing messages. As a result, spending on telemarketing and
direct mail declined compared to the year-ago quarter. Sequentially, EBIT declined 13.0% due
primarily to the traditionally higher marketing activity of the first quarter compared to the fourth and
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to the normal post-holiday decline in long-distance revenue.

Consumer Services Summary

1Q98 | 1Q97 |Yr/¥r %[ 4Q97 | Seq %
Revenue $5,628 (85,928 | (5.1)%]85,749 | (2.1)%
EBITDA 1,498 | 1358 | 103%) 1,725 | (13.2)%
EBITDA Margin| 26.6%| 22.9%| 370 b.p.| 30.0%|(340) b.p.
EBIT 1324 | 1,184 1 118%| 1,522 (13.0)%
EBIT Margin | 23.5%]| 20.0%| 350 b.p.| 26.5%|(300) b.p.

Capital additions for consumer services were $76 million in the quarter. Total assets for consumer
services were $7.0 billion at March 31,

WIRELESS SERVICES SEGMENT

The results of this segment are comprised primarily of sales of wireless services and products to
customers in 850 MHz cellular markets and newer 1.9 GHz wireless markets. Also inchided are the
results of the messaging, aviation communications, and wireless data divisions, as well as the costs
associated with the development of fixed wireless technology. Charges related to AT&T's decision to
exit the two-way messaging business are included in the results for 1Q97. These charges totaled $160
million, including $80 million of depreciation and amortization expense and $30 million of network
and other communications services expense.

The impact of the new 1.9 GHz markets, wireless data, two-way messaging and fixed wireless
development are reflected here as "new wireless businesses”: all other wireless results are reflected as
“core" businesses.

WIRELESS SERWCES REVENUE & EBITDA TREND
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Total revenue from wireless services increased 7.0% compared to 1Q97. The increase was driven by
growth in reverue from both core and new wireless businesses, with reverme growth trending upward
throughout the first quarter. Core revemae increased 4.3% to $1,083 million, while revernie from new
businesses was $30 million for the quarter compared to $2 million in the year-ago quarter.
Consolidated subscribers—those in markets in which AT&T owns a controlling interest—totaled
6.159 million at March 31. This represents an increase of 16.9% over March 31, 1997, on net adds of
approximately 195,000. Consolidated subscribers include well over 100,000 users in AT&T's ten
emerging 1.9 GHz markets. The tenth market—RBoston/Providence—was launched during the first
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quarter. These markets represent approximately 70% of the total POPs covered by AT&T's 1.9 GHz
licenses. Also during the quarter, AT&T announced joint ventures with Cincinnati Bell and Telecorp
to further increase its digital coverage.

Wireless Services—Total Summary
1Q98 | 1Q97 | Yr/¥r % | 4Q97 | Seq %
Revenue $1,113 [$1,040 7.0%{%$1,155 | (3.7)%
EBITDA 251 246 22%| 238 5.8%
EBITDA Excluding Charge 251 326 (22.99% 238 5.48%
EBITDA Margin (Adjusted)| 22.6%| 31.4%| (880} b.p.|.20.6%6(200 b.p.
EBIT @) @1 94.0% )| 57.1%
EBIT Excluding Charge {2) 1290 (101.4)% G5} 37.1%
EBIT Margin (Adjusted) {0.2)%| 12.4%6|(1,260) b.p.| (0.4)%6| 20 b.p.

In response to the competitive environment of the wireless industry, AT&T has adjusted prices on
many of its high-end rate plans in an effort to retain customers. This pricing activity has put
downward pressure on AT&T's revenue per user. However, the company has also made a strategic
decision not to pursue acquisitions of low-value customers. Partly as a result of this strategy, average
revenue per user in core markets declined at a slower rate in the first quarter than in recent
quarters—10% year-over-year to $50. This selective acquisition strategy is being applied in new
markets as well, with over 70% of customer acquisitions in the quarter purchasing rate plans priced at
$50 per month or higher.

At the same time, AT&T has acted aggrcssivély to convert the wireless subscriber base from analog
to digital service. This effort increases costs in the near-term; however, digital service is provided at a
lower operating cost and is expected to contribute to lower customer churn. As of March 31, 1998,

about 35% of AT&T’s consolidated subscribers were on digital plans, compared to 29% at the end of
1997 and 20% a year ago.

Wireless services EBITDA was $251 million for the quarter, up 2.2% from the year-ago quarter.
EBITDA from new businesses was negative $112 million this quarter, compared to negative $114
mllion in 1Q97 (including charges of $80 million related to the two-way messaging business). Core
wircless EBITDA was up slightly from the year-ago quarter in spite of the costs of migrating
customers to digital service Total wireless EBIT was ncgative $2 million for the quarter, including
negative $156 million from new businesses. In the year-ago quarter, EBIT of negative $31 million
included losses of $205 million from new businesses.

hittp:/fwww att.com/it/commentary/9814-cmnt_htm! ' 6/4/98
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Wireless Services
New Businesses

10Q98[10Q97|Yr/Yr %|4Q97 |Seq %
Revenue £30] 52 N/AL $15194.5%
EBITDA (112) |(114) 1.7%|(183) | 38.8%
EBITDA Excluding Charge| (112}| (34){(228.6)%| (183)| 38.8%
EBIT (156)] (205)] 23.7%|(203) 123.0%
EBIT Excluding Charge (156)| (45)|(248.2)%5( (203)| 23.0%

Wireless Services o
Subscribers (thousands) '

1098|1Q97|Yr/Yr %|40Q87| Seq %
Consolidated Markets|6,159]5.270] 16.9%|5,964] 3.3%

Net Additions 195\ 251| (22.6)%] 234)(16.8)%
Partnership Markets [2,212{1,991] 11.1%]2,169] 2.0%
Total Subs 8,371|7,261] 15.3%|8,133| 2.9%

Messaging Subscribers |1,329]1,185] 12.2%|1,300{ 2.2%

Capital additions for wireless services totaled $168 million in the quarter. Capital was directed

prnmarily at expanding coverage in new and traditional markets. Total assets for wireless services
were $18.3 billion at March 31.

OTHER/CORPORATE

This segment includes the results of AT&T Solutions, international operations and ventures, on-line
services such as AT&T WorldNet, and other corporateoperations. Results for this segment are

discussed briefly here; a more detailed discussion of certain components of the segment appears in the
supplemental disclosure section below.

Other/corporate revenue increased 21.1% over 1Q97, dnven by increased revenue fiom AT&T
Solutions and AT&T WorldNet. EBITDA and EBIT increased 29.7% and 19.3%, respectively as a
result of the gains on the sales of AT&T Solutions Customer Care and LIN TV, partially offset by the
charge for the local asset impainnent. Adjusting for the1 effects of these items, EBITDA for the

[
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segment was negative $385 million, an improvement of ;LS 4% over negative $454 million in 1Q97.
EBIT was negative $501 million, an improvement of 7% over negative $538 million in 1Q97. Lower
dilution from intexnational operations and ventures, AT&T WorldNet Services and AT&T Solutions
were the primary drivers of the improvement. |

ki
'

Other/Corporate Summary ,

1Q98{1Q97|¥Yr/Yr %|4Q97| Seq %
Revenue $557 {8460 | 21.19%|8665 |(15.9%
EBITDA (319)| @54)| 29.7%|(540)] 409%
EBITDA Excluding Gains & Charges| (385)| (554)}  30.5%) (540)| 28.6%
EBIT @35){(538)f 19.3%|(643)| 32.4%
EBIT Excluding Gains & Charges | (501)}(638}] 21.5%)|(643)| 22.1%

ELIMINATIONS

This "segment” reflects the elimination revenue and profit generated by the sale of services between

business segments, such as the sale of long-distance transport services from business services to
AT&T Solutions.

1
i
'
t

1Q98 Segment Recap i

Business| Consumer|Wireless| Other | Elims | Total
Revenue $5,673 | $5628 | S1,113| $557 |($340)|312,631
EBITDA 1,694 1,498 231 (319 @) 3,121
EBIT 1,206 1,324 @| @35 ©@)| 2,080
Capital Additions 711 76 168 91 -1 1,046
Total Assets-Cont. Ops| 15,391 7,031 | 18,277 |15,187 - | 55,886

SUPPLEMENTAL DISCLOSURE—AT&T Solutiohs, ‘Worldnet and Other On-line Services,
International Qperations and Ventures, Local Services

AT&T Solutions, the company's outsourcing, network imegtamun, and mmlti-media call center
business, grew reverme 39,3% in the first quarter to $218 million. The unit currently has more than $3
billion under contract with such clients as United Hea.lthcare Textron, J.P. Morgan, Merzill Lynch,
and MasterCard International In the first quarter of 1998 AT&T Solutions signed contracts worth
about 31 billion for major global data networking semccs with Citicorp and McGraw-Hill These
contracts did not impact 1Q98 revenue. Although not mcluded in the unit's revenue, AT&T Solutions
manages AT&T's internal network infrastructure, an operation that provides information technology
services which generated $386 million in internal blllmgs for the quarter.

EBIT for AT&T Solutions was negative $12 milfion f‘or the quarter, an improvement from negative
$53 million m 1Q97. Included in the $12 million was the impact of the realignment of certain start-up
network management contracts into the outsourcing pracuce of AT&T Solutions. AT&T Solutions
achieved a significant year-over-year improvement in EFH as a result of reverme growth and lower

http:/Awww.att.com/ir/commentary/98 1 g-cmnt. html 6/4/98
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3

!

SGe&A. expense, and remains on target to turn profitable by the end of 1998.

AT&T Solutions Summary 1

1Q98{1Q97|Yr/Yr %|4Q97|Seq %
Revenue $218 [$156 | 39.3%($239 |(9.1)%
Internal Billings to AT&T*| 386| 463( (16.7)%[: 423|(8.7)%
EBITDA 21| (16)| 229.2%|1 22 |(1.3)%
EBIT (12)] (53)] 77.6%|(14)| 18.4%
*Cost recovery

N
WorldNet and other on-Iine services include AT&T WorldNet Internet access service for residential
and business customers (mcluded in the corporate/other segment) and web hosting and other
electronic commerce services (included in the business services segment). Revenue from on-line
services increased 97.4% compared to 1Q97 to $79 mﬂhon The increase was due primarily to
contimued growth in AT&T WorldNet's residential subscnber base, which now totals about 1.1
million. Average revenue per customer continues to increase due to the expiration of AT&T
WorldNet's initial promotional price programs in favar ofregular monthly rates of $9.95 and $19.95.

EBIT and EBITDA from on-line service both nmproved as a result of the reverme improvement and
network and customer care cost efficiencies for AT&T }Vorld'Net

WorldNet & Other On-line Services Summary

1098 [1Q97|¥1/Yr %] 4Q97 |Seq %
WorldNet Subs (k) [1,085 | 884 | 227%]1,020 | 6.4%
Hosted Websites (k)| 8.1| 3.1| 1638%| 6.9116.4%

Revenue 791 40) 974%| 67[158%
FBITDA ©%)|(152)| 37.7% (109).12 9%
EBIT (100159 31.7%| (118)}: 8.1%

l

International operations and ventures include AT&T‘s gonsolidated foreign operations such as
AT&T Communications Services UK, the company's tranm and reorigination businesses, and its
online services in the Asia/Pacific region. This area does not include bilateral international
long-distance traffic. The equity eamings or losses of A‘I‘&’r s non-consolidated international joint
ventures and alliances, such as Alestra in Mexico, AT&T Canada Long Distance Services, AT&T -
Unisource and World Partners Company are also mcluc?ed in this section

Revenue from consolidated international businesses mcreased 20.7% from 1Q97 to $179 million,
driven by growth in reorigination and Comms UK. This ‘growth includes the impact of revenue
declines in businesses which were non-strategic to AT&T, some of which were exited since 1Q97.
Revernie from continuing strategic international ope.rati:c"ms grew 53,4% compared to 1Q97.

EBIT from international operations and ventures was negatxve $63 million for the quarter, an
improvement of over 50% from 1Q97. The i nnprovemmt ‘was driven primarily by increased revenue
and operational improvements in consolidated mtematlipnal operations and by reductions of costs
required to support both consolidated and non-consolidated international operations. Revenue

e
I
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generated by non-consolidated ventures and alliances was $785 million for the quarter, up 27% from
a year ago as a result of volume growth across all of the ‘major businesses.

International Operations & Ventures Summary|
1Q98|1Q97| Yr/¥r % [4Q97| Seq % | |
Reveaue | 5179 [$148 |  20.7%4]5218 | (18.2)% 1
EBITDA | (46)| (114)| 602%| (39)|(16.9)%{
EBIT 63| (128)]  50.8%] (56)|(122)%| °

Local servicesfor business and residential customers ane lmcluded as part of AT&T's business services
and consumer services segments, discussed above. Theltable below includes the results of business
and consumer local services as well as the costs assoma:ed with corporate staff dedicated to AT&T's
local services effort. (These costs are reported as part of the Other/Corporate business segment )

Revere from local services, primarily comprised of AT&T Digital Link (ADL) service for business
customers and services sold to residential customers on' atotal service resale (TSR) basis was $37
million, up from $4 million in 1Q97. AT&T currently oﬁfers ADL as an outbound logal calling service
in 49 states, and as an outbound and inbound service m'New York, Connecticut, New Jersey, and
California. Local number portability, key to the provisioning of competitive local exchange services,
remains an obstacle to AT&T's progress in offering fully functional business local services. AT&T's
pending merger with TCG is designed to accelerate the company‘ s penetration of the business local
exchange market. ﬁ

AT&T continues to provide local service ona TSR basis_, to about 400,000 residential customers in
six states. However, the company has ceased marketing TSR services due to the unfavorable
wholesale pricing structure currently in place. AT&T contmues to seek alternative methods of
providing local service to residential customers.

i
i

EBITDA and EBIT for local services include the $601 imlhon asset impatrment charge. Adjusting for
this charge, EBITDA decreased by $52 million and EBIT by 866 million reflecting costs associated
with growth in ADL and TSR. Losses related to rcsxdamal local services are expected to decline as
the company further limits its TSR activities. ,

Total assets and capital spending for local service are pnmanly related 1o AT&T Digitel Link and

other facilities-based local service options. i

Local Services Summary ! ’
1Q98/1Q97|Xr/Yr %|4Q97| Seq %
Revenune $37| $4) 779 30/.1 $39| (5.4)%
EBITDA (781)] (128){(512.9)%] (267)[(192.1)%
EBITDA Excluding Charge| (180)| (128)| (41.49)%| (267)| 32.6%
EBIT (805)| (138)|(483.9)%] (293)|(174.4)%
EBIT Excluding Charge | (204)|(138){ (48. 1)9* (293) 30.4%

New wireless businesses

E e R Lk 1 o T
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Information related to AT&T's new wireless businessésa is included in the wireless services segment
discussion. %
14,
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(1) 212 449-3241
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Investment Hightights:

s Fourth quarter results were mixed for the long distance companies.
Despite n slight Improvement in core results, the Big 3's consolidated EPS
continued to suffer as a result of dilutive new initiatives (i.e., local, PCS,
data, global alliances).

» Despite numerous price increases and huge growth in data/Internet
transmissions, long distance price pressures more than doubled in ‘97 — the
average rate per minute (or “Gap”) fell 6.5% versus 22% in 1996. The
Gap in 4Q97 was -8.0%, down from -7.8% in 3Q and 4Q96's -2.8%.

» The long distance market share shift continued through 4Q - as evidenced
- by the disparity of the revenue growth statistics between the Big 3 and
second tier players. The average revenue growth rate for the Big 3
dropped from 72% in 1996 to 2.6% in 4Q97 — compared with average
seconid tier company growth rates of over 20% in 1996 and 31% in 4Q.

*  We have seen a number of new, low rate long distance products offered by
various providers which should put further pressure on pricing. Despite
distribution efficiencies, these products could generate lower profit per
minute even while they enhance margin on a percentage basis.

¢ The acquisition of Teleport finally launched AT&T into the local market,
although even with the CLEC’s $1.8 billion of local assets, AT&T’s
national local exposure Is still limited. AT&T says Teleport’s assets will
address only 28% (or $21 billion) of the $78 billion local market (excluding
approx. $25 billion of access revenues), thus leaving the remaining $54
billion to be addressed by resale and unbundling strategies, which thus far
have proved to be unecopomic and/or extremely difficult to implement.

s Our investment choices are limited to special situations (WorldCom and
Frontier) and selected start-ups (Qwest and RSL Communications).

Meril Lynch & Co.
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Global Pundamental Equity Research Denarmment
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